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CHAPTER 1
National Health Insurance in South Africa
Authored by Melanie Da Costa
1. Preamble

The Hospital Association of South Africa (HASA) endorses the principle of universal access to
qguality healthcare for all South Africans. While most, if not all, stakeholders support the
objective of a National Health Insurance (NHI) system, approaches as to how to implement
the system differ. The fundamental question remains how to balance financial risk, the
provision of healthcare services and funding in a middle-income country such as South
Africa. This chapter is aimed at stimulating debate and does not represent a formal position
on the topic of NHI by HASA or any of its members.

2. Introduction

Universal healthcare is a broad concept which refers to health coverage that extends to all
eligible residents of a country. The application of universal healthcare programmes varies in
structure and mechanisms for funding. South Africa currently offers universal health cover
through its national health service wherein all residents have access to the healthcare
services provided by the public sector. However, the services offered are severely lacking
with regard to benefit package, accessibility and quality; leaving the majority of South
Africans who rely on these services at a disadvantage.

Relative to other developing markets, South Africa’s low life expectancy provides an
indication of poor performance within South Africa’s public health system. Notwithstanding
a significantly more developed economy and health system relative to Central African
countries, South Africa’s life expectancy is on par.

Graph 1: South African life expectancy trends (source: WHO)
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An assessment of the healthcare system by the South African Human Rights Commission in
2007 recorded great concern about the levels of access to healthcare services and the
quality of care provided in the public healthcare system, despite existing policy and
legislation governing this sector.’

The goal of the current round of health reform must be to achieve significant improvements
- as quickly as possible - in the areas of accessibility, the depth and breadth of healthcare
services package, as well as the quality of care provided.

NHI has been proposed as a potential solution to extend quality healthcare to all. The NHI
debate is not new in the South African political environment and dates back to the early
1990s. NHI is essentially a compulsory medical scheme for all working people. Under this
model, free healthcare for all citizens would be funded through compulsory contributions
from all employed South Africans, as well as via additional tax funding. NHI differs from a
Social Health Insurance (SHI) system wherein all working people contribute to a fund to
provide healthcare for other employed members and their families, rather than the
population at large.

As demand for health services continues to exceed supply, funding constraints remain one of
the biggest challenges to providing universal access to healthcare in all countries including
South Africa. Under an NHI model, private health insurance remains viable as corporates and
individuals pay for additional top-up insurance in order to be able to choose their physician
and health facility and access more comprehensive benefits.

3. Building Blocks for Universal Health Coverage

This chapter reviews international health systems® and basic building blocks for universal
health coverage including:
— Single versus two-tier healthcare systems
- Dedicated health tax
- Co-payments
- Private health insurance
— Single versus multiple funders
- Pooling of funds
- Purchasing of health services
— Level of benefits covered under universal care
— Provision of health services
— Consumer choice
— Quality and safety of care
— Time frame to establishing NHI

! south African Human Rights Commission (2007) Public inquiry into the right to have access to health care
services

2 Countries reviewed include Ghana, Nigeria, Korea, Japan, Taiwan, India, Netherlands, United Kingdom,
Norway, Belgium, France, Mexico, Brazil, Cuba, Argentina, Canada, Sweden, Denmark, China, Ireland



3.1 Single Versus Two-Tier Systems:

The public financing requirements for comprehensive medical benefits under an NHI system
are onerous. Typically, this has only been achieved in countries with high per capita GDPs
and high formal employment rates. Spreading the financial burden over the largest possible
employment base ensures sustainability as the funding requirements do not pose too high a
burden on the fiscus or individual.

Where it is not possible for the NHI to offer comprehensive benefits, a two-tier system
naturally emerges. A two-tier healthcare system is based on a scenario in which a public
healthcare system exists, but where a private system operates in parallel competition. The
private system includes private insurance and private provision.

The graph below reflects the relationship between a country’s wealth, as reflected by per
capita GDP, and the role of private health coverage.3 The lower the GDP per capita, the
more difficult it is for countries to achieve universality of coverage through public
expenditure. Private expenditure on healthcare then gains predominance.

Graph 2: Private expenditure as a % of total health expenditure relative to a country’s
wealth
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® Private expenditure on health is the sum of outlays for health by private entities such as commercial or
mutual health insurance providers, non-profit institutions serving households, resident corporations and quasi-
corporations not controlled by government with a health services delivery or financing, and direct household
out-of-pocket payments.



Most developing countries have high levels of unemployment and as a result, low levels of
absolute spend on public health: “Their ability to generate tax revenue or fund social
insurance systems to provide broad financial protection for health care is limited.”* Over
40% of South Africans live below the poverty line.”

The transition to a single tier system is largely subject to the requirement of a strong
economy, low levels of unemployment and a high income per capita. Low and medium

income countries utilise a number of mechanisms to bridge this gap.

Diagram 1: Level of public health expenditure relative to a countries wealth
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*World Health Organization (2004). Private Health Insurance: Implication for developing countries. Discussion
Paper, Number 3

> Development Indicators (2008). The Presidency of the Republic of South Africa. pp 26



The graph below reflects South Africa’s official unemployment rate:

Graph 3: SA’s unemployment rate
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South Africa’s financial limitations are significantly higher than in these developed countries
who themselves are struggling to fund universal health.

Table 1: South Africa’s GDP per capita is a fraction of countries that have achieved
universal public health cover

Nominal GDP per  SA GDP per capita Government Total expenditure
capita (USS)* as a ratio of each  expenditure on on health (USD)
country’s Health (USD)#
South Africa $5,906 100% $191 $456
Canada $43,485 14% $2754 $3912
France $41,511 14% $3233 S4056
United Kingdom $45,575 13% $2939 $3361

Source: *IMF, 2007; #WHO 2006

The most effective mechanism for improving financial equity is to increase public sector
financial allocations. This can only be achieved by allocating increased tax revenues, either
from the current general tax revenues, and/or from dedicated payroll taxes.

The rate at which increased financial allocation to the public healthcare financing system can
be achieved is linked to the macro-economy and the government’s fiscal policy framework.
The total size of the government budget, other fiscal priorities, plus the employment level in
the economy dictate the rate and scale of increased financial allocations to an NHI or other
publicly financed healthcare system.



The amount of additional finance required to fund an efficient NHI will depend on the scope
of benefits it provides and the number of people it covers.

The lower the benefits or population covered, the smaller the additional finance required.
Providing comprehensive benefits across a wide membership base would be prohibitively
expensive in the South African context in the medium term. The solution therefore lies in
either providing a more limited benefit package or using tools such as rationing and waiting
lists to limit access.

3.1.1 Dedicated health tax

Health systems face tough competition for public funds from other valuable social
programmes. Even in developed countries with significantly wealthier economies, the
demands of healthcare financing have become burdensome. For example, France funds its
health system with an onerous tax of 18% of payroll.®

An extrapolation of private sector benefits to the entire South African population
(notwithstanding the shortages of human resource and hospital capacity), based on 2007
prices, indicates a cost of approximately R325bn’ per annum, or approximately 50% of the
projected national budget for 2009/10.

Constraints to affordability are further highlighted when one considers that even if the cost
of healthcare delivery was significantly cheaper - say 50% if benefits were to be contained to
a minimum basket only - the public health budget would need to increase to R160bn/year.
This is approximately equivalent to the entire personal income tax revenue of R170bn®
generated from March 2007 to Feb 2008.

If healthcare was to gain a substantial enough reallocation of existing budgetary funding,
consideration would need to be given to the impact on the funding of other national
imperatives such as infrastructure development, education, housing, water and sanitation.
Such a re-allocation would have to take into account the effect of reduced funding to these
areas and would thus need to occur gradually via a process that would take place over a
number of years.

Alternatively, new taxes could be raised to fund the NHI. Many countries have increased
direct health taxes on employers, employees or both. The local debate has centred on
raising an employee health tax. Of concern however is the low number of personal taxpayers
in South Africa. According to the South African Revenue Services’ Annual Report for 2007/8,
there are 5.2 million registered individual taxpayers.

® Rodwin V, (2003). “The Health Care System under French National Health Insurance: Lessons for Health
Reform in the United States. American Journal of Public Health 93, no. 1

7 Discovery Holdings 2009 Interim Results

® South African Revenue Service Annual Report 2007 and 2008



With a population size closer to 48 million, the funding burden at an individual level would
be extremely onerous.

It does not seem likely that the existing tax system would support a large additional tax
burden. It is therefore probable that any increased tax burden would fall on the higher
income groups, which by virtue of South Africa’s skewed income distribution, are in the vast
minority as reflected in the graph below.

Graph 4: 15% of adults earn above R100 000 per annum
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If the NHI system relies too heavily on taxes paid by a small group of people, the funding of
the system would be extremely sensitive to any movements in the size of that population.
This could potentially compromise the sustainability and stability of an NHI system.

3.1.2 Co-payments
When public finance is insufficient to satisfy the needs and desires of citizens, then health
spend is paid privately through either private insurance or out-of-pocket spend at the point

of delivery.

“Out-of-pocket spending on health services is the most common form of health financing in
developing countries and represents a significant financial burden for households.”



Table 2: Percentage of medical expenditures paid out of pocket, 2002

Country Percent paid out of Pocket*
Bangladesh 64
Cameroon 69
Cote d’ Ivoire 73
Cyprus 57
Chile® 59
Democratic Republic of Congo 70
Ecuador 57
Egypt 58
Georgia 80
Ghana 59
Guinea 84
India 78
Indonesia 48
Kenya 45
Malaysia 50
Nigeria 67
Pakistan 65
Philippines 47
Sri Lanka 49
United Republic of Tanzania 38
Venezuela 46
Vietnam 62

Source: World Health Organisation, The World Health Report 2005: Make Every Mother and Child
Count (Geneva: WHO Press, 2005)
*Includes out-of-pocket payment for people covered by both public and private insurance

Even though co-payments or user fees have been shown to be effective in managing
utilisation levels, at lower socio economic levels, they tend to decrease access to both
necessary and discretionary care as people choose to forego essential care. Although South
African policy makers would prefer not to apply user fees, this will be dependent on
economic realities.

3.1.3 Private health insurance

The determining factors for securing health provision outside of a public delivery system
include timeous access to quality care and the level of benefits provided. “Even in the most
well-known government health care systems, private insurance, especially that provided by
employers, plays a significant and, in many cases growing role".*® Increased private health
insurance is simply a response to population preferences for increased and better care.

® Unger JP et al. (2008).Chile’s neoliberal health reform: an assessment and a critique. PLos Medicine. April

10 Jeffery D. Munn and Lynn Wozniac. Single-Payer Health Care Systems: The role and responsibilities of the
public and private sectors. Benefits Quarterly, Third Quarter 2007
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Graph 5: Prevalence of private health insurance
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Many of the countries offering NHI use private insurance as a minimum to fund the cost
sharing amounts ie. user fees. Depending on the trade-off decision between comprehensive
benefits and comprehensive access, private health insurance is either substitutive (alternate)
or supplementary (top-up cover). “International experience shows that private health
insurance is significant in countries with widely different income levels and health system
structures.”™* As reflected in the graph below, South Africa has very large income
inequalities. As a result, the ability to raise the necessary funding for comprehensive health
benefits is constrained.

" World health organisation (2004), Discussion paper number 3: Private health insurance: implications for
developing countries
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Graph 6: SA has disproportionally high-income inequalities
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Global precedent supports the constitutional right to access healthcare. For example, the
Supreme Court of Canada ruled in 2005 that individuals of Quebec have the right to obtain
private health insurance for services already available under the public healthcare system.
The Supreme Court of Canada ruled in Chaoulli v. Quebec that "the prohibition on obtaining
private health insurance, while it might be constitutional in circumstances where health care
services are reasonable as to both quality and timeliness, is not constitutional where the
public system fails to deliver reasonable services."** The appellant contended that waiting
times in Quebec violated a right to life and security in the Quebec Charter of Human Rights
and Freedoms.

The State must take reasonable measures within its available resources to achieve the

progressive realisation of the right of access to healthcare, and must not engage in
retrogressive measures which undermine existing access to healthcare.

3.2 Single Versus Multiple Funders:

3.2.1 Pooling of funds

An NHI system should attempt to ensure that the least degree of risk fragmentation is
present in the pooling arrangement. This raises the question of whether a single or multiple

funder arrangement should be allowed.

The single funder model clearly has advantages in terms of:
— Collection of contributions (via SARS);

12 Supreme Court of Canada News Release" 2005-08-04
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— Less duplication of benefit options; and
— Lower administration fees.

However, the multiple funder model introduces competition to the markets and creates a
vehicle for value added benefits. Critical success factors for the implementation of multiple
funders include the need for a risk equalisation mechanism and mandatory membership to
be in place. Risk equalisation is implemented via a virtual fund which ensures that higher
risk profile schemes are compensated by financial transfers from lower risk profile schemes.

3.2.2 Purchasing health services

Health funds may be administered by either a single administrator or multiple and
competing administrators.

There appear to be varying models of single/multiple administrator systems in operation.
The majority of countries are multiple administrator markets, notwithstanding single risk
pools.

There does not appear to be a strong argument for either method yielding better results
than the other.™ It appears that the primary rationale raised by South Africa policy makers
in favour of a single funder environment is the cost of medical scheme administration. The
average cost of administration (including managed healthcare and broker fees) for the South
African medical scheme industry was 13.6% of contributions in 2007.

An analysis of OECD countries from 1990-1999 showed that the cost of administration in
insurance-based systems was 4.2% of total health expenditure.* Additional research is
required to ensure that administration fees are compared on an equivalent basis. With
increased standardisation and the use of electronic claims, one can expect the improved
operational efficiency to drive down administrative costs.

Disbursement of NHI funds to multiple administrators requires appropriate risk adjustments
to ensure that funds and providers are not penalised for having older and/or sicker patients.
The full scope of risk management activities regarding utilisation management, case-mix
adjustments, price levels and general cost containment should be carefully considered to
ensure that both the affordability of care and appropriate levels of access and services can
be maintained in a sustainable way. These measures include, for example, formal evaluation
of new technologies, managed care and disease management programmes, cost sharing and
effective negotiation.

> RM Rosa and IC Alberto. Universal healthcare for Colombians after Law 100: challenges and opportunities.
Health Policy 68 :129-142

4 Carrin G and Hanvoravongchai P. 2003. Provider payment and patient charges as policy tools for cost
containment: How successful are they in high-income countries? Human Resource for Health. BioMed Central
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An optimal structure should also take into account the specific South African context. Local
experience for example, has shown that competing bodies yield better operational
performance than centrally controlled funds.

A simple illustration of the relative efficiencies can be seen in the administration of the
average medical scheme versus the Road Accident Fund (RAF) and Commission for
Occupational Injuries and Diseases (COID). In the case of the latter, it can take up to a factor
of ten times longer to administer payment for a service rendered. An inefficiently
administered fund places significant pressure on the sustainability of a health system if
service providers are forced out of business due to working capital constraints. A correction
of administration fee levels across multiple funds could potentially yield a better outcome
than a structural change in the health market, thereby creating a single funder market.
Furthermore, moving the health system towards NHI would entail significant changes to
health delivery from a defined benefit package and purchaser/provider split, both of which
require significant expertise in administration, contracting and purchasing. At present, this
skill exists in the medical aid environment.

3.3 Level of Benefits Covered Under Universal Care:

Of the countries analysed that offer universal insurance, only developed countries or
developing countries with high levels of formal employment (Taiwan and Korea) offer
comprehensive medical benefits universally.™

In environments with funding resource constraints, the trade-off is between either offering a
more comprehensive benefit package to fewer people or alternatively, a less comprehensive
benefit package to everyone, as reflected in the illustration below.

!> Does Universal Health Insurance Make Health Care Unaffordable? Lessons from Taiwan. Jui-Fen Rachel Lue
and William C. Hsiao. Health Affairs - Volume 22, Volume 3. 2003
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Diagram 2: Trade-off between depth and breadth of coverage
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A more comprehensive benefit package is always desirable, but would require significantly
more funding than the current national health system in South Africa.

In considering the debate between the depth versus breadth of coverage, it is also important
to give thought to the impact on all stakeholders, including employers. Healthcare benefit
packages play an important role in helping employers attract and retain skilled staff. This is
particularly the case in developing countries. In India and China, for example, a scarcity of
skills has meant businesses have had to innovate in order to ensure that they attract and
retain globally competitive skills and foreign direct investment.*®

A system which offers less comprehensive benefits would require supplementary or
substitutive insurance in order to remain attractive to employees.

If, for example, the benefit package was comprehensive but only made available at public
facilities to keep costs artificially low, then substitutive insurance should be allowed to
maintain voluntary access to the level of care desired. If, on the other hand, access to cover
is wide but provides a low benefit package, supplementary insurance should be allowed to
provide cover for the additional benefits required.

3.4 Provision of Health Services:

The majority of international universal health systems use a combination of both public and
private healthcare providers to deliver services to the population.

South Africa’s public health service is referred to as an “internal market” or “supplier driven
system”. In such a structure, the government is both the provider of health services as well

' Munn JD and Wozniac L (2007). Single-Payer Health Care Systems: The role and responsibilities of the public
and private sectors. Benefits Quarterly, Third Quarter 2007
15



as the funder. However, a payer-provider split would have some clear advantages over direct
service provision by the funder.

It is not whether a health facility is publicly or privately owned that determines health
provider performance, but rather the nature of the incentives that influence the
performance of providers and the quality of management and oversight.

Contracts drawn up between NHI purchasers and providers should include a clear
specification as to how the agreed service would operate, what it would provide and how it
would be monitored. This would, in theory, free decision making from provider influence
and should allow for responsive priority setting. A critical factor in this model requires that
fees be set at levels that would allow for sustainability of the provider industry.

Capacity constraints and organisational issues, especially the availability of human and
physical resources, will continue to place limits on the expansion of coverage unless these
issues are addressed. The complexity of running public health facilities will increase
dramatically as they compete with the private sector for NHI clients and require more
efficient billing and revenue collection.

In 2008, the Development Bank of South Africa (DBSA) estimated that there is a shortage of
80,000 health personnel in South Africa in the public sector alone. It was further estimated
that there has been a capital backlog in the maintenance of public health infrastructure to
the value of approximately R26bn over the last 7 years.

In other developing markets, due to public resource scarcity, there is preponderance of
private health services and facilities in urban areas with government’s efforts focused on the
rural areas. For example in Korea, tax incentives are used to encourage the development of
private hospitals and clinics in remote rural areas. In Brazil the Unified Health System (SUS)
purchases 44% of hospital services from the private sector.’

Guaranteed access to healthcare for all citizens can only be achieved by growing and
improving all sectors of healthcare delivery.

3.5 Consumer Choice:

Gatekeeper models are used in various jurisdictions as a means of containing cost. This is
often achieved by using an allocated primary care physician practice. Cost containment is
attained through good primary healthcare and ensuring that patients access health services
at the correct level.

The majority of countries reviewed offer freedom of choice: be it in the selection of the
healthcare provider or with regard to the provider’s clinical freedom. Even in countries with
historically more restrictive environments such as the UK, the selection of GP practice is an

7 |nstituto Brasileiro de Georafia e Estatistica (Brazilian census bureau).
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individual choice. The UK Department of Health introduced the patient choice program in
2006.

3.6 Quality and Safety of Care:

Growth in utilisation poses a challenge to maintaining quality service delivery. Given limited
capacity and staffing in many areas, it will be critical to ensure the accreditation of public
and private providers, undertake quality assurance and create incentives for health workers
to deliver quality healthcare.

According to the Department of Health, in 2007/2008 South Africa’s public health system
does not measure patient satisfaction, is not conducting clinical audits, morbidity and
mortality reviews, nor does it have the tools for proper infection control and prevention.18 A
qguality improvement framework would also promote measurable improvement that would
address persistent patterns of unequal treatment.*

In Mexico, universal cover came with substantive and ongoing projects and programmes
aimed at improving the quality of care through its National Health Care Quality Campaign
launched in 2001. It focused on improving standards of quality in service delivery, while at
the same time enhancing the capacity of citizens to demand accountability.

The drive to improve quality includes an accreditation process and is reinforced by the fact
that only certified providers are able to participate in the “Seguro Popular” (Mexican NHI).
In addition, indicators have been developed and implemented to monitor quality. These
include waiting times in hospitals and clinics, as well as distribution and dispensing of
pharmaceuticals.

The need for basic research to develop accurate and useful quality-related performance
measures is a basic requirement in any health system. This should recognise and mitigate
the unintended consequence of providers selecting the healthiest patients in order to
improve their scores. It should also mitigate the risk that purchasers focus on reducing costs
at the expense of quality. A necessary first step is to increase the accountability of health
care organisations, professionals and managers.

3.7 Timeline for Establishing NHI:
Health systems require considered planning to achieve the end goal of universal cover.?’ The

graph below reflects the number of years taken to achieve this goal once the basic building
blocks, such as national service access and equity, are in place. Some countries, such as

'® Department of Health Annual Report 2007/8: 67

¥ Lurie N, Jung M and Lavizzo-Mourey R (2005). Disparities and Quality Improvement: Federal Policy Levers.
Health Affairs 24, no. 2: 354-364

2% World health organisation (2005). Achieving Universal Health Coverage: Developing a Health Financing
System. Technical Briefs for Policy Makers
17



Korea, reflect shorter timelines as implementation was achieved off a Social Health
Insurance platform.

Diagram 3: Time taken to achieve universal health coverage
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4. Conclusion

The decision to move to a single tier market is based on South Africa’s desire to place
solidarity above other criteria.

Under this model, each individual would have access to adequate healthcare irrespective of
whether s/he has the ability to pay. Employed citizens would be required to contribute
towards this community goal by paying a healthcare tax.

By implication, individuals who wish to exercise freedom of choice for services rendered
would be required to pay for this over and above their tax burden.

NHI is, simply put, a health system model. It includes a restructure of the mechanisms for
funding and service provider contracting relationships. Very importantly, an NHI model does
not in itself address funding constraints, existing operational inefficiencies or clinical
ineffectiveness.

Furthermore, NHI implies the split of the purchasing and provision functions within the
system. A benefit package or a ‘negative list’ (ie. benefits and services not covered) is
defined and the NHI fund contracts with or purchases from both public and private providers
in order to provide healthcare services to the covered population.

Each country’s health system is the product of its unique conditions, history, politics, and
national character. These systems range from the managed competition approach of the
Netherlands and Switzerland to the more rigid single-payer systems of the UK, Canada and
Norway, with many variations in between.

18



The public financing requirements for a comprehensive national health insurance are
onerous and have typically only been successfully achieved in countries with high GDP per
capita and formal employment levels. These conditions allow for significant expenditure on
healthcare by spreading the financial burden over the largest possible employment base,
thus limiting the fiscal impact.

Improvements in the quality and accessibility of healthcare services for all South Africans
would require material increases in both human and financial resources. In environments
with resource constraints, the trade-offs would involve either offering a more
comprehensive benefit package to fewer people, or alternatively, a less comprehensive
benefit package to everyone, with the option of self-funded top-up insurance. Funding
constraints indicate that universal coverage will be limited to a basic level of benefits which
renders supplementary or substitutive insurance inevitable.

South Africa is plagued by a shortage of healthcare personnel and infrastructure capacity
and is it critical that the private and public systems collaborate closely to ensure further
investment in skill and infrastructure.

The goal of the current round of health reform must be to achieve significant improvements,

as quickly as possible, with regard to the accessibility, depth of the package of services as
well as the quality of care provided to all South Africans.

19



CHAPTER 2

Hospital Admission Rates for the Medical Scheme Population in SA: Is
there a Supplier Induced Demand Problem?

Comparison with Hospital Admission Rates in the USA

Authored by Hein van Eck and Sarika Besesar

1. Introduction

In public debates over the past years, much has been said about the inability of medical
schemes to expand coverage of comprehensive care to low income South Africans. A large
component of medical scheme expenditure - as is the case with all healthcare markets -
remains the cost of hospitalisation.

There have been diverse views on the availability of spare capacity in the private hospital
sector with the Hospital Association of South Africa (HASA) indicating capacity constraints,
while other stakeholders such as the Council for Medical Schemes (CMS) argue that spare
capacity is in fact higher than reflected due to the notion of supplier induced demand.

Supplier induced demand is a term used to define the phenomenon wherein healthcare
providers deliver more services and pharmaceutical products than absolutely necessary with
a profit motive.

To our knowledge, no-one in South Africa has attempted to quantify this so-called supplier
induced demand. Obtaining a scientifically sound estimate of the magnitude of supplier
induced demand is critically important since it impacts on health policy planning in general
and National Health Insurance (NHI) planning specifically. Incorrectly implying a high degree
of supplier induced demand would lead to unrealistically high expectations of free capacity
in the private hospital industry, which would impact directly on the NHI strategy.

In deductions regarding the degree of supplier induced demand and its impact on cost in the
private hospital environment, reference is made to the apparently ‘high and increasing’ **
private hospital sector’s admission rates in South Africa relative to those in other countries,
notably the United States.

The CMS Research Brief 1 of 2008%% offered a comparison of USA and South African private
sector ‘in-patient admission rate trends’ (see graph below).

2! council for Medical Schemes (2008). Research Brief 1 of 2008. Evaluation of Medical Schemes’ Cost Increases.
p 25

22 council for Medical Schemes (2008). Research Brief 1 of 2008. Evaluation of Medical Schemes’ Cost Increases.
p 26
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In considering the significantly higher admission rate in South Africa’s private hospital sector
combined with a much lower average length of stay, the CMS concludes that: “patients of
low acuity are being systematically admitted to hospital” (ie. supplier induced demand).

Figure 4.3: Hospital in-patient admission rate trends, comparison of the United

States with the South African private sector
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Sources: American Hospital Association for the US trend. The South Afrcan trend for 1998 to 2002
to is based on a survey by Herc Hoffman. The figure for 2006 is based on HASA (2008, p.13)'.

Note: the South African figure for 2006 in Figure 4.3 was not derived from HASA data but rather by
HASA based on CMS data which was also quoted in Private Hospital Review, 2008.

The first point to note from the above graph is that the admission rate figures for South
African private hospitals are taken from two different sources. The 1998 to 2002 figures are
based on a survey by Herc Hoffman and the 2005 to 2006 figures are based on the CMS’ data
and definitions. Judging by the trend in the 1998 to 2002 figures and the much higher, but
stable figures for 2005 and 2006, one can deduce that these two data sources use vastly
different definitions of admissions. One therefore needs to question the extent of admission
increases implied by this graph.

The SA data in Figure 4.3 above does not include admissions to public hospitals, which
should be incorporated in order to compare total admission rates. The latest CMS data
which is publicly available relates to the 2007 calendar year and reports a hospital admission
rate of 301.7 per 1 000 beneficiaries (293.9 to private and 7.8 to public facilities).?*

Secondly, the CMS analysis appears to be deeply flawed and makes the common error of
comparing ‘apples with oranges’.

% council for Medical Schemes (2008). CMS Annual Report 2007/8. p 67
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The healthcare sector in the USA - which is the most expensive system in the world as a
percentage of GDP - is structurally different to that of South Africa’s private healthcare
sector.

The USA has a very well developed day clinic and surgi-centre (a form of unattached
operating theatre) infrastructure. Admissions to and treatment at such facilities are not
measured in the ‘in-patient admissions’ reported by the American Hospital Association in the
graph above. By comparison, such ambulatory and day case ‘admissions’ are treated at
acute care hospitals in the South African private sector, thus distorting comparisons.

In order to get to a position where one can compare ‘apples with apples’; there are two
possible methodologies that could be followed:

a. One could include all USA day case and related admissions that would normally be
performed in or at a private hospital in South Africa due to the lack of a surgi-centre
infrastructure; or

b. Remove all day cases and ambulatory admissions from the South African medical
schemes data in order to make it comparable to the USA’s in-patient admissions.

While the ideal would have been to perform both exercises, the first is impossible due to the
lack of a central database in the USA separately showing all such ‘outpatient cases’.

The second method mentioned above has therefore been applied and is outlined in this
chapter.

In addition to the above day-case in-patient/outpatient anomaly, there are other factors
such as demographic profile and burden of disease which contribute to the difference
between hospital admission rates in SA and the USA. These factors need to be fully
understood before drawing conclusions regarding relative levels of hospital utilisation or
supplier induced demand from a comparison of the two sets of figures.

2. Definition of Admission and Populations

The CMS reports on private hospital utilisation in its Annual Report. In the 2006 and 2007
reports, two measures of utilisation are provided:

a) ‘Beneficiaries admitted to hospital’; and

b) ‘Admissions’.

The former measure represents the number of unique medical scheme beneficiaries who
were admitted to private hospitals in the year (ie. if a beneficiary was admitted three times
during the year, they would be counted as one instance in this statistic).

The latter measure, which we shall refer to as ‘unique admissions’, represents the total
number of admissions among medical scheme beneficiaries (the beneficiary admitted three
times in the year would be counted as three instances in this statistic) and is the more
universally adopted measure regarding admission rates. This measure has been applied
throughout this chapter.
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This chapter deals exclusively with hospital admission rates in the medical scheme industry in
South Africa and the entire USA population respectively. For purposes of simplicity, we will
merely refer to the ‘SA population’ or ‘SA admission rate’ and ‘USA population’ or 'USA
admission rate’ respectively. ‘Private hospitals in SA’ refers to facilities with practice code 057
and 058 only (ie. acute care hospitals).

3. Approach

As mentioned in the introduction, the adopted method/approach will remove all day cases
and ambulatory visits from SA admissions in order to ensure it is comparable to the USA’s in-
patient admissions.

Further adjustments are made to the published USA admission rate to account for
differences in demographic profile and other factors which are outside the influence of the
hospital industry. The resulting figures should then be more suitable for comparative
purposes.

A thorough investigation of the possible sources of difference was conducted in
collaboration with the Advisory Board Company (USA). The main sources of difference
expounded in this chapter include:

a. In-patient vs. outpatient admissions:
The SA admission rates as reflected in the CMS Annual Report for 2007 include most
hospital visits, including a major component of emergency unit visits (that do not lead to
hospital admission) and ambulatory procedures such as gastroscopies and
colonoscopies. The SA figure also includes admissions and visits to facilities other than
acute care hospitals, such as day clinics, mental health institutions, etc. The USA figure
on the other hand, covers in-patient admissions to acute care hospitals only.

b. Definitions for in-patient admissions:
South Africa and the USA use different definitions for what constitutes in-patient
admissions.

¢. Demographic profile:
Health risks are known to be closely associated with age and gender, and the SA and USA
populations have significantly different demographic profiles.

d. Maternity cases:
The SA and USA populations experience different maternity rates.

e. Insured vs. total population:
The SA admissions data is drawn from the (insured) medical schemes environment, while
the USA data applies to the total population and includes an uninsured sub-population.
The uninsured have markedly different admission rates to hospital than the insured.

There are two further major differences between the SA medical scheme population and the
total USA population that cannot be quantified:
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a. Burden of disease:
The SA and USA populations have different levels and patterns of disease burden, not
least of all because of their different levels of development.

b. Anti-selection:
Given the legal requirement for community rating and open enrolment in SA’s medical
schemes industry, combined with coverage of only 15% of the country’s population, one
would expect a higher degree of anti-selection than in the USA. This will be covered in
more depth further on in this chapter.

4. Data

The data used for the purpose of deriving and adjusting the admission rates for SA (medical
scheme population as defined above) is the private hospital dataset provided by
participating HASA members to Deloitte (‘HASA data’).

Deloitte reconciled the hospital utilisation data with financial data, which in turn was verified
against audited annual financial statements of the participants. The data includes all
medical scheme admissions related to private hospitals (practice code 057/058) from Life
Healthcare, Medi-Clinic and Netcare ("the three large hospital groups’).

USA hospital admission data was obtained from The Advisory Board®* and HCUP* (‘USA
data’). This USA data relates only to acute care hospitals.

Both the HASA data and USA data are in respect of the 2007 calendar year, which is the most
recent year for which corresponding data was available.

Furthermore, a significant SA medical scheme administrator supplied the relative breakdown
of its members’ hospital visits, as per the CMS’s published figure, into different categories.

These categories relate to the type of admission (ie. ambulatory, same day, one day and
multi-day), whether the admission was surgical or medical in nature and the facility type in
guestion. The admissions data was further split into facility type, such as private hospitals,
day clinics, sub-acute facilities and mental health institutions, to name but four.

This data was used as an external reasonability check on the HASA data, since the HASA data
relates to private hospitals (practice code 057/058) only and excludes ambulatory cases (as
opposed to the published CMS figure, which includes all facility types and most ambulatory
cases). The results showed that the admission rate based on the HASA data was higher than
the administrator’s figures would suggest and thus supports the credibility or prudence of
the results.

* The Advisory Board Company

2> HCUP stands for “Healthcare Cost and Utilization Project” and is an online database on AHRQ (“Agency for
Healthcare Research and Quality”)
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5. Point of Departure... What is the Admission Rate Gap?

Diagram 1 below shows the difference in published hospital admission rates for SA (301.7

per 1 000 population — ie. 293.9 to private and 7.8 to public hospitals)?® and the USA (132.2
per 1 000) for the 2007 calendar year.

Diagram 1:

Comparing RSA and USA published admission rates per 1000 population in

2007 reveals a major gap ....
“Patients of low acuity are systematically being admitted to hospital” (in the RSA private sector), CMS report brief | of 2008

301.7

Is the CMS correct in implying that this is due
169.5 per to supplier induced demand?

132.2

CMS Published admission rate
Published (IP enly - USA
admission rate Definition)

Note: The SA figure includes medical scheme admissions to public hospitals and is higher than the
figure shown in Figure 4.3 in the preamble due to this and the fact that it relates to different calendar
years (2007 and 2006 respectively).

Therefore the question is: was the CMS correct in implying that more than half of medical
scheme admissions in SA are due to supplier induced demand? The remainder of this

chapter will endeavour to shed light on this question.

6. Are More than Half of Hospital Admissions Due to Supplier Induced Demand?

6.1 Adjustments Made to SA Published Admission Rates:

6.1.1 Step 1: Excluding outpatient visits and admissions to non-acute care facilities

%® Council for Medical Schemes (2008). CMS Annual Report 2007/8. p 67
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The most significant absolute difference in the SA and USA admission rates is the fact that
the SA rates include both in-patient and outpatient admissions, while the USA figures
include in-patient admissions only.

Outpatient admissions in this instance include all ambulatory cases, visits to emergency
units, same-day cases and hospital stays of less than 24 hours.

The SA admission rate also includes admissions and visits to facilities other than private
and public hospitals, such as day clinics, mental health institutions, etc. For comparative
purposes, the outpatient visits to hospitals and admissions to other facilities need to be
removed from the SA admission rate.

However, the SA admissions data used to derive the published CMS admission rate is not
in the public domain and is therefore unavailable for the purposes of identifying and
removing outpatient visits to hospitals and admissions to other facilities indicated above.
We have therefore derived an in-patient admission rate figure for SA directly from the
HASA data.

The data utilised for this purpose was based on the 2007 admissions for medical scheme
beneficiaries who were treated as in-patients at a hospital owned by one of the three
large hospital groups (ie. the HASA data as previously defined). The commonly used SA
definition of an in-patient admission was applied for this purpose —ie. cases with a charge
for accommodation (‘IP - RSA Definition’). This would therefore include all cases where a
bed was assigned to a patient - even if only for a day.

In order to derive the in-patient admission rate to private hospitals in SA, it was assumed
that the proportion of admissions seen by the three large hospital groups is equal to the
proportion of private hospital licensed beds in these groups — 81.8%. Using this
proportion, the HASA admissions data was proportionately increased to represent a
figure for the total SA medical scheme population. The average medical scheme
population for 2007 was taken as the exposure data.

The SA hospital admission rate using the ‘IP — RSA Definition’ as defined above, equals
224.4 admissions per 1 000, compared with the published CMS admission rate of 301.7.
This means that 77.3 admissions per 1 000 comprise emergency unit and ambulatory
visits (such as gastroscopies and colonoscopies) to hospitals and admissions to non-acute
care facilities as described earlier.

The 301.7 admission figure constitutes 293.9 admissions per 1 000 with respect to private
hospitals and 7.8 in terms of public hospitals. The HASA admissions data was
proportionately increased to include the same assumed proportion of public hospital
admissions (ie. HASA admissions x 301.7 + 293.9) as in the CMS data. The implicit
assumption is that the adjustments to exclude outpatient cases and other facilities’ (such
as mental health) admissions is equal for private and public facilities. The results are not
sensitive to this assumption.
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Diagram 2:

What adjustment to RSA admission rates are required in order to
compare ‘Apples with Apples’?

Adjustment to RSA admission rates per 1000 population to remove ambulatery, Emergency Unit admissicns and
admissions to non-acute care facilities

301.7
224.4
132.2
CMs IP Published admission rate
Published (RSA Definition) (IF only - USA

admissien rate Definitien)

6.1.2 Step 2: Applying the USA definition of in-patient admission

The SA and USA definitions of in-patient admissions differ in the following respects:

Under the USA definition, hospital admissions with a duration of 24 hours or less are
regarded as outpatient admissions. Admissions with a duration of 24 hours or less were
therefore identified and removed from the SA data.

Diagram 3 below shows how this adjustment causes the admission rate to reduce from

224.4 to 136.5 per 1 000. In other words, 87.9 per 1 000 admissions represent same day
admissions and overnight cases shorter than 24 hours.
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Diagram 3:

What adjustment to RSA admission rates are required in order to

compare ‘Apples with Apples”?
Adjusting RSA admission rates per 1000 to USA in-patient (IP) definition

301.7 RSA admissions per

il

CMs IP IP Published admission rate
Published {RSA Definition) (USA Definition) (IP enly - USA
admission rate Definition)

6.2 Adjustments to USA Admission Rates:
6.2.1 Step 1: Adjusting for newborn babies

The USA admission figures include healthy newborn babies (in addition to their mothers).
In other words, one normal birth in the USA results in an admission count of two.?” In
SA’s figures, healthy newborn babies are not counted since separate accounts are not
created for them (unlike newborn babies with complications who are admitted in their
own right). The normal newborn admissions were therefore removed from the USA
figures.

Diagram 4 below shows how this adjustment causes the USA admission rate to reduce
from 132.2 t0 121.6 per 1 000.

*’ Normal newborns in the USA is classified as a separate DRG (DRG 391) according to AHRQ (“Agency for
Healthcare Research and Quality”)

28



Diagram 4:

What adjustment to USA admission rates are required in order to
compare ‘Apples with Apples’?

Exclusion of normal newborns (In RSA, normal newborns counted as part of mothers' admissions)

RSA admissions per

301.7 o0

USA admissions per

1000 /

121.6
CMs IP IP Exclude normal Published admission rate
Published (RSA Definition) (USA Definition) newborns (IP only - USA
admission rate (as per RSA) Definition)

6.2.2 Step 2: Adjustment for age profile

The USA admissions data is available split by age category. It is therefore possible to
recalculate the USA admission rate based on the SA population age profile (which was
derived from the CMS’ Annual Report 2007/8). As might be expected, the USA population
has a heavier weighting of older people and the adjustment for age profile therefore has
the effect of reducing the USA admission rate. Diagram 5 below illustrates this difference,
as well as the phenomenon of young and healthy individuals opting out of the medical
scheme industry in SA. This will be covered in greater detail further in this chapter.
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Diagram 5: Population comparison by age RSA insured and total USA 2007
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Diagram 6 below shows how this adjustment causes the USA admission rate to reduce

from 121.6 to 98.3 per 1 000.

Diagram 6:

What adjustment to USA admission rates are required in order to

compare ‘Apples with Apples’?
Adjusting USA admissions rates to RSA age profile

RSA admissions per

301.7 1000
USA admissions per
1000
136.5 132.2
121.6
98.3
CMS P P Adjusted to RSA Exclude nermal Published admissien rate
Pllizhad (RSA Definition)  (USA Definition) age bt (IP only - USA
admission rate :
profile (as per RSA) Definicien)
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6.2.3 Step 3: Maternity rate adjustment

It is fair to assume that the number of maternity admissions is not influenced by ‘supply
side’ factors.

It is also evident from the following graph that the maternity admission rates for the SA
population are significantly higher than those observed in the USA population.

Diagram 7: Maternity rates comparison RSA insured vs. total USA 2007
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Note: SA medical scheme maternity rate calculated from Medi-Clinic data based on 25%
market share for Medi-Clinic

The most likely factor behind the higher maternity rates in SA is anti-selection by young
families who only join the medical scheme industry once they plan to start a family. It is
also possible that the SA population experiences higher fertility rates than does the USA.

Whatever the reason, it is appropriate to make an adjustment in this regard to the overall
admission rates for comparative purposes. The approach taken was to re-calculate
maternity figures for the USA population based on the maternity rates observed in the SA
population.

Diagram 8 below shows how this adjustment causes the USA admission rate to increase
from 98.3 to 101.2 per 1 000.
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Diagram 8:

What adjustment to USA admission rates are required in order to
compare ‘Apples with Apples”?

Adjusting USA admissions rates to RSA maternity rates

RSA admissions per

301.7
USA admissions per
1000
121.6
101.2 98.3
CMs P P Adjusted to RSA Adjusted to RSA Exclude normal Published admission rate
P‘fbl_“mzd (RSA Definition) (USA Definition) maternity rates age newborns (IP only - USA
acmission rate as
profile (as per RSA) Definition)

6.2.4 Step 4: Exclude uninsured population

The comparison of admission rates is also influenced by the fact that the SA data relates

to the (insured) medical schemes population while the USA data relates to the total USA

population. In addition to other potential health risk profile differences between insured

and uninsured populations, insured populations usually experience higher hospital

admission rates due to:

a) The uninsured being less likely to undergo any elective surgery for affordability
reasons, and

b) Anti-selection - In a voluntary insurance environment, those choosing medical cover
are likely to take their health risk status into account (they are generally less healthy),
while those choosing to opt out from cover generally tend to be healthier. In other
words, there is a tendency for people with significant potential to file claims wanting
to obtain medical scheme coverage.

Approximately 45 million of the 300 million-strong USA population are uninsured. These
individuals are generally younger (see Diagram 9 below) and often forfeit elective
treatment due to affordability issues (see Diagram 10 below). As a result, the admission
rate for the uninsured is 68% lower than that of the insured population.
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Diagram 9: USA health insurance coverage status by age 2006
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Note: The above graph is based on 2006 — the latest split data available. It was assumed that
the same ratios apply for 2007.

Diagram 10: USA admission rates by insurance status 2006
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Note: The above graph is also based on 2006 data (see Diagram 9 note)

The lower admission rates for the uninsured by age category can be seen in Diagram 10
above. In order to remove the distorting effect of the uninsured, the USA data was split
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between the insured and uninsured portions of the population and an adjusted admission
rate calculated by omitting the uninsured from both the numerator and denominator.

Diagram 11 below shows how this adjustment causes the USA admission rate to increase
from 101.2 to 114.8 per 1 000. This adjustment effectively changes the USA admission rate
to an insured population admission rate.

Diagram 11:

What adjustment to USA admission rates are required in order to
compare ‘Apples with Apples’?

Adjusting USA admissions to exclude uninsured population

RSA admissions per

301.7
USA admissions per
1000
1148 i
CMs IP IP Adjusted to Adjusted to RSA Adjusted to RSA Exclude normal Published admission rate
Published (RSA Definition) (USA Definition) exclude maternicy rates age newborns (IP only - USA
admission rate uninsured profile (as per RSA) Definition)

population

7. ‘Unquantifiable’ Sources of the Remaining Gap

7.1 Burden of Disease:

The SA and USA populations have different levels and patterns of disease burden, not least
of all because of their different levels of development. However, from the available data it is
not possible to adjust the admission rates of either country to account for the other’s
burden of disease.

Notwithstanding the above, Diagram 12 below demonstrates the proportion of SA and USA
admissions by diagnosis grouping categories.

The SA figures are based on Medi-Clinic data and Medi-Clinic’s internal diagnosis grouper has
been applied (which allows the flexibility to compare with different versions of DRG). The
USA data is based on DRG data from the Advisory Board.
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The diagram below (Diagram 12) shows a higher proportion of SA admissions related to
categories such as respiratory disorders, gastroenterology and infectious diseases, partially
due to the impact of HIV/Aids. Other factors, such as basic hygiene and the socio-economic
level of the population (even given the fact that we are considering the medical scheme
population), also influence these observed differences.

The USA admissions are more skewed towards lifestyle diseases such as cardiac and
circulatory disorders.
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Diagram 12: RSA and USA admission rates by category 2007
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Note: The "Other" category is made up of Plastic and reconstructive surgery, Dental and maxillo-facial, Ophthalmology and Breast disorders.
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7.2 Anti-Selection:

It could also be argued that the insured population in SA is likely to display a higher degree
of anti-selection (it attracts higher risk members) than the insured population in the USA.
This could partially be due to the Community Rating and Open Enrolment that applies to all
medical schemes in SA.

Community Rating is not widely used in the USA, especially not for individual business, with
rate bands®® being more commonly used as a tool to provide limited protection for the sick
and old. Rate bands limit how much insurers can vary premiums for each policyholder
based on the health and claims of the policyholder. Thirty-seven US states have enacted
rate bands for coverage sold to small businesses. Furthermore, many states allow insurers
to decline cover for individuals deemed to be ‘medically uninsurable’ due to the high risk
they pose.

The impact of Community Rating and Open Enrolment in SA was described as follows in the
Private Hospital Review, 2008 (page 28):

“The introduction of Community Rating, which determines that medical scheme
contribution rates may not differ based on a person’s age or state of health, led to the
young and healthy experiencing a significant increase in contribution rates when the
Medical Schemes Act came into force. Conversely, cover became more affordable for older
and sicker individuals. As a result, younger and healthier individuals either remained
outside the industry (did not join medical schemes) or left the industry, while a greater
number of older and sicker individuals joined the industry. This adverse selection led to a
significant deterioration of the medical scheme industry’s risk profile, far worse than the
ageing impact would suggest.”

“Open Enrolment dictates that no one may be declined membership of an open medical
scheme, irrespective of their age or state of health.”

No attempt has been made to adjust for the impact of anti-selection on the SA hospital
admission rate.

%% Kofman et al. Health Insurance Regulation by States and the Federal Government: A review of current
approaches and proposals for change.



8. A Word on Hospital Length of Stay

The CMS Research Brief 1 of 2008% also offered a comparison of USA and South African
private sector ‘average length of stay trends’ (see graph below).

Figure 4.4: Hospital length of stay trend, comparison of the United States with

the South African private sector
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Sources: American Hospital Association for the US trend. The South African trend for 1008 to 2002
to is based on a survey by Herc Hoffman. The figures for 2006 are based on HASA (2008, p.13)'2.

The graph above indicates the average length of stay (ALOS) in the USA to be roughly 5.6
days, while the SA figure is slightly longer than 3 days. The CMS goes on to conclude that:
“the peculiar lengths of stay levels actually do not compare well with the international
benchmarks and, when seen together with the very high admission rates, suggests that
patients of low acuity are being systematically admitted to hospital”.

Once again the CMS is comparing ‘apples and oranges’, due to the different admission
types being compared as explained above (ie. in-patient admissions in the USA vs. all
hospital visits in SA). The definition of ALOS also differs between SA and the USA, with the
SA figure showing the ‘billed” ALOS, which counts half days. The USA uses the census
method of calculating ALQOS, ie. date of discharge, less date of admission plus one. In other
words, a patient admitted on a Monday afternoon and discharged on a Wednesday
morning would have a LOS of 2 days in SA (ie. % day for Monday, 1 day for Tuesday and %
day for Wednesday) while it would be counted as 3 days in the USA (ie. 1 day for each of
Monday through to Wednesday).

The HASA data shows an ALOS of 3.16 days based on the SA in-patient definition (‘IP — RSA
Definition’ as defined above) and the SA definition of counting billed days.

%% Council for Medical Schemes (2008). Research Brief 1 of 2008 —Evaluation of Medical Schemes’ Cost
Increases. p 26
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The ALOS of the HASA data increases to 4.53 days if one considers only admissions as per
the USA definition of an in-patient case (ie. longer than 24 hours).

This figure further increases to 5.14 days if one applies the census method to counting
length of stay.

Although further adjustments are required in order to compare ALOS on an ‘apples with
apples’ basis, the comparison of 5.6 days in the USA vs. 5.14 days in SA would be a far more
realistic place to start.

9. Conclusion

In answering the question posed earlier... is the CMS correct in implying that more than
half of medical scheme admissions in SA are due to supplier induced demand?, we should
refer to Diagram 13 below which indicates the respective admission rates for SA and the
USA once significant differences have been accounted for.

Diagram 13:

‘Apples with Apples’ comparison of RSA and USA admission rates per
1000 population in 2007

RSA admissions per
1000

301.7 Comparing
Apples with Apples
USA admissions per
1000
BLS 1322
114.8 121.6
‘ I 101.2 3
CMs IP IP Adjusted to Adjusted to RSA Adjusted to RSA Exclude nermal Published admission rate
Published (RSA Definition) (USA Definition) exclude maternity rates age newborns (IF enly - USA

admission rate uninsured profile (as per RSA) Definition)

population

Note: The difference in Burden of Disease and impact of anti-selection for RSA and USA can not be quantified, but
partially accounts for the remaining difference.

The remaining difference would be attributable to a combination of:

— Differences in the burden of disease of the respective populations as mentioned before;
— Differences in the extent of anti-selection as discussed above; and

— Other factors such as cultural attitudes to claiming, supplier induced demand, etc.
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It is clear from this exercise that there are a number of factors which have a material
impact on the levels of hospital utilisation in SA and the USA. There is also strong evidence
that after adjusting for those factors which are outside the influence of the hospital
industry, the admission rates are a lot closer than suggested by a direct comparison of the
headline admission rates published in the two countries ie. a difference of 21.7 admissions
per 1 000 rather than 169.5 admissions per 1 000. The remaining differences may be a
more appropriate starting point for a discussion regarding the role of supply-side factors in
the increase of hospital costs over time.
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CHAPTER 3

Quantifying the Potential Capacity in the Private Hospital Sector to
Absorb an Influx of Newly Covered Patients

Authored by Barry Childs, Lighthouse Actuarial Consulting

1. Introduction

Any proposed reform of South Africa’s national health system requires an evaluation of
the country’s existing health assets and raises questions regarding the spare capacity
available in the healthcare system. For the South African hospital industry, this asset
base exists in two parts — public and private facilities.

The content and data in this chapter will build on the issues raised in the Private
Hospital Review, 2008 and consider the questions of occupancy and capacity in more
detail. The aim of this chapter is to gain a better understanding of the implications of
expanding the medical scheme population with regard to the use of private hospital
beds.

The question of hospital capacity also raises the issue of the level of hospital use in
South Africa. While this chapter will not deal with these issues directly, chapter 2 of this
document provides a detailed analysis on this topic, comparing South African admission
rates and bed usage to those in the United States.

While calculating the total number of beds available in private hospitals is relatively
simple, translating this data into a meaningful understanding of capacity and in
particular spare capacity, is more complex.

Growth in the medical scheme population over the past 10 years has been driven by
growth in formal employment, the registration of bargaining council schemes as
restricted schemes>® and more recently, via the implementation of GEMS.>! Evidence of
the impact of formal employment growth can be inferred through analysis of the
correlation of labour force survey results and medical scheme principal member growth.

%% Bargaining council schemes are legacy schemes granted exemption from the Medical Schemes Act (131
of 1998). Some of these schemes have now been registered as restricted schemes under the Act (in other
words the schemes are employer based)

3! Council for Medical Schemes (2008). CMS Annual Report 2007/8.
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Graph 1: Formal employment compared over time to medical scheme membership
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Source: Council for Medical Schemes reports and StatsSa Annual labour force surveys

With indications that the public hospital system is under severe strain, the question
arises as to whether the private hospital industry has the capacity to absorb further
demand from the next tier of possible medical scheme membership — regardless of
whatever form the funding of this membership might take.

In order to address this question, we need to consider the following:

— The total number of hospital beds available in the private sector;

— The current levels and nature of demand for hospital beds;

— How many bed days this next tier of medical scheme membership might require;

— The potential overall impact of these additional bed days; and

— The impact of further private hospital demand on resources other than hospital beds
(doctors and nurses for example).

2. Data on the Supply of Private Hospital Beds

Information on the number of beds by type and geography was sourced from members
of the Hospital Association of South Africa (HASA) and is included in the tables below.
The data, which has been extracted from 2007, relates to hospitals owned by Netcare,
Medi-Clinic, Life Healthcare and some of the largest independent hospitals belonging to
the National Hospital Network (NHN).

In order to present stable results for occupancy, only hospitals open for the full 2007

year were included. For the sake of simplicity, day clinics, unattached operating theatres
and mental health facilities have not been considered in this analysis.
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Table 1: Number of acute private hospital beds by region

Region Registered Beds
Gauteng 9,412
KwaZulu-Natal 2,972

Western Cape 3,252

Other 4,830

Overall 20,466

Source: HASA data supplied by Deloitte

The 20,466 beds available within those hospitals that were open for the full year
translate into an availability of 7.5m bed days in a year (365 x 20,466).

While the content of this chapter is mainly concerned with hospital occupancy at a
national level, consideration of the bed types and regional distribution is also important
when drawing conclusions regarding spare capacity.

Importantly, the reader should note that acute beds of different types may not be
substituted. For example, if a hospital has empty beds in a general ward, these cannot
be used to treat high care or ICU patients as additional equipment and supervision are
required in these cases. Similarly, it is not possible to cross-subsidise the supply of
hospital beds in a region, except in instances regarding the shortest of travelling
distances. Spare capacity in one area can be experienced at the same time as
overloaded capacity in another. Due to the regulation of licenses for hospital beds, it is
difficult to remove these distortions quickly by applying for new beds in areas with high
levels of demand.

The observed overall occupancy may hide the underlying realities of bottlenecks in
some areas and excess capacity in others. For example, patients requiring admission to a
hospital in say Gauteng, where hospitals may be full on a given day, cannot simply be
moved to hospitals in the Western Cape where there may be unoccupied beds.

3. The Demand for Private Hospital B